We quantify the relationship between trade with the U.S. and electric loads in Mexico. Exports to the U.S. are highly statistically significant in explaining energy loads and significant in explaining peak loads, both in the presence and the absence of a deterministic trend in loads. These results support the hypothesis that trade impacts industrial load disproportionately. We conclude that a failure to renegotiate NAFTA is an important regulatory risk for buyers and sellers of electricity in Mexico. We offer an approach to adjusting forecasts accordingly.
Introduction
Renegotiation of the North American Free Trade Agreement (NAFTA) raises innumerable issues with regard to specific goods and services. We focus here on the impact it may have on consumption of electricity in Mexico. Electric load growth in Mexico has exceeded economic growth, which is not the global norm. Industrial loads have accounted for a large share of that load growth. A prospective decline in exports of manufactured goods to the U.S. would affect planning for the supply of electricity in Mexico, and we develop some insight and guidance here for forecasters and planners.
The electric power sector in Mexico has recently undergone reform based on precedents established in other countries. A formerly vertically integrated government monopoly, Comisi on Federal de Electridad (CFE), has been restructured into transmission, distribution, and generation subsidiaries, six of which compete with one another and other entrants to supply the wholesale market. Spot and forward markets are operated by Centro Nacional de Control de Energía (CENACE). The reform has created a good deal of opportunity for development and need for planning and analysis, but the specter of a failure of NAFTA introduces an element of risk.
In particular, in modeling the restructured electric power market in Mexico, would forecasts of energy and peak loads be substantially affected? Should scenarios be "run" in which Mexico experiences lower exports to the U.S.? How should load forecasts be adapted to account for a possible decline in Mexican exports to the U.S.? How should overall Mexican GDP be adjusted in forecast models in relation to exports to the U.S.?
To help answer these questions, we estimate the effects of Mexico's exports to the U.S. on energy and peak loads by Mexican electrical region (simplified to "region" hereafter), controlling for GDP and a trend toward energy efficiency.
Related academic literature covers a variety of topics. Ozawa et al. (2002) examine the relationship between energy use and CO 2 emissions in Mexico's iron and steel industries. Destek (2016) finds that negative shocks to renewable energy consumption cause positive shocks to GDP in Mexico. Neme Castillo et al. (2015) find that energy consumption and industrial production and employment in Mexico are interdependent. Many articles discuss the effects of NAFTA. For example, Moreno-Brid et al. (2005) contrast surging non-oil exports with slower than expected overall economic growth and employment.
In Section 2, we provide a brief overview of trade and electric loads in Mexico, including key drivers. In Section 3, we present the sample data used in our analysis. Section 4 describes our econometric methods and models. Section 5 presents and discusses results, and we conclude in Section 6.
Background
NAFTA liberalized trade throughout North America and came into effect in 1994.
From 1990 to 1994, Mexico imported more from the U.S. than it exported to the U.S., but it has run trade surpluses with the U.S. since then. The surpluses grew at an annual rate of 8.6% during 1997e2014 (World Bank, 2016) .
The Mexican surpluses are also U.S. deficits, and President Trump has made an issue of this. NAFTA is being renegotiated, and the U.S. has repeatedly threatened to end the treaty if the three countries cannot agree on a revision. ".U.S. negotiators formally proposed that a new deal with Canada and Mexico favor American manufacturing and end after five years if all countries do not renew it." (Pramuk, 2017) .
Between 1997 and 2015, electric energy loads in Mexico grew at an average annual rate of 3.13% . We quantify the role played by growth of exports to the U.S. in the growth of electric loads and suggest a way for forecasters to model a scenario with slower growth of exports going forward.
An examination of the past few decades might lead one to surmise that Mexico is not capable of rapid economic growth, and that it will not realize its aspirations of developed country status. In fact, however, the country's economy has undergone a fundamental transformation during that time. Low end manufacturing of clothing, textiles, and simple assembly no longer dominates the industrial scene. It now constitutes only a part of a diversified industrial base that includes high end manufacturing. Mexico is now the world's seventh largest automobile manufacturer. Many of the leading carmakers have or soon will have facilities in Mexico (Kitroeff, 2016) . The aerospace, medical device, and plastics industries have also experienced rapid growth.
Mexico has become a manufacturing powerhouse, in large part because of its access to the United States and comparatively low wages. Manufacturing now makes up about 18 percent of gross domestic product (Stratfor, 2015) .
Heavy industry initially developed in northern Mexico, near the United States. Monterrey, in the Northeast region, is a major steel producer and has a very large manufacturing base. The northern states of Chihuahua and Baja California manufacture electronics.
More recently, high end and medium capital-intensive manufacturing have developed in central Mexico, in states such as Aguascalientes, Guanajuato, Queretaro, and San Luis Potosi, an area referred to as the "Bajio" (The corresponding electric region is Occidental.).
In the Oriental and (Yucatan) Peninsular regions, the petroleum and tourist industries are now complemented by low-end manufacturing of clothing and textiles, whose contribution to the economy continues to grow. Increasing wages in China have made these regions more competitive worldwide. Fig. 1 , below, shows a map of the electric control regions in Mexico, which we use as geographic categories in our analysis.
The economic transformation has had its effect on electric load growth and load shapes. Nationally, load growth averaged 3.1 percent from 1997 to 2015, and GDP grew at 2.4 percent. Of course, growth in GDP was especially slow during the Great Recession. Growth in both series was quite variable, as shown in Fig. 2 .
The average load factor in the electric grid covering most of Mexico was 78% between 2010 and 2015 (Load factor is average load over peak load.). This results from growth in manufacturing under NAFTA. We also observe less use of air 
Materials
We use historical load data from CFE (CFE, 2018) 
Model
We regress annual percent changes in regional energy and peak loads on regional indicator variables and, depending on which of the four models estimated we are referring to, percent changes in exports to the U.S. and GDP, and a deterministic trend toward energy efficiency. An issue is controlling for variation in GDP when both exports and GDP are included in the model. Including both would normally give an estimate of the effect of variation in exports on load, holding GDP constant, effectively modeling the effects on loads of changes in the composition of GDP. However, we consider it preferable to allow GDP to vary, but only to the extent that it depends on exports. If exports to the U.S. increase, then aggregate demand increases. More people are employed, more raw materials are purchased, and more investment is done to satisfy increasing demand. Income and employment increase, leading to an increase in domestic GDP. Therefore, as a preliminary, we remove variation that depends on exports from the GDP variable before including it in a regression.
To do so, we must identify variation in GDP that depends on that in exports to the U.S. Exports may be endogenous to GDP because, for example, a rise in consumer confidence may increase demand for and production of all consumption goods, including those that would otherwise be exported, diverting them from foreign to domestic consumption. To find exogenous variation in exports to the U.S., we regress annual percent changes in exports on their lag, two lags of percent changes in the trade deficit, and two lags of percent changes in GDP.
where x US t is log exports to the U.S. in Year t, M t is imports, X t is exports (to all countries), g t is log GDP, and ε x t is assumed to be spherical. Let D b x US t be the predicted value of x US t À x US tÀ1 from estimation of (1). We are looking for the part of exports to the U.S. that is exogenous to current GDP. We rely first on the fact that all of the instruments in (1) are lagged, and that the present does not cause the past. Second, many economic variables exhibit persistence of some kind, so we include lagged exports to the U.S. on the RHS. Third, exports are related to imports through currency markets; if, for example, imports rise, the peso may depreciate, causing exports to rise later. Third, lagged GDP affects current exports because, for example, an increase in aggregate demand may raise wages, and the price of exports, which will raise the total value of exports if demand for exports is inelastic, or lower it if demand for exports is elastic.
We regress the annual percent change in Mexican GDP on D b x US t .
where e g t , the residual shown on the second line, is statistically independent of exports. We then add the average percent change in GDP to this residual to form a variable that represents GDP and the variation therein that is independent of exports. so as to allow GDP to vary to the extent that it depends on exports, but to be otherwise held fixed as exports vary.
Again, including both GDP and exports as regressors would hold GDP fixed as exports vary; (2) and (3) are necessary so that GDP may vary to the extent that it depends on exports. When the ordinary GDP variable is included as a regressor, GDP is held entirely fixed as exports vary, changes in exports imply a change in merely the composition of GDP, and, therefore, exports have no apparent effect on electric loads. We show that that is hardly the case when exports are allowed to affect GDP.
In considering models that predict electric loads, we begin with a simple model, Model I, in which energy and peak loads are interdependent, but follow constant rates of growth that are specific to each Mexican region.
ε it and u it may be heteroskedastic and inter-correlated. We estimate the equations in (4) simultaneously using seemingly unrelated regression, a consistent, asymptotically efficient, iterated maximum likelihood estimator, implemented using Stata's is its predicted value using fixed effect estimators b b X of each corresponding b X . b 0 is growth in energy load common to all regions, and the fixed, regional, effect on annual percent growth is captured in the term b i for Region i.
(This is termed a "fixed" effect if b i is correlated with the regressors; only if not could it be modeled as a "random" effect.) q is its fixed effects estimator. d 0 is growth in peak load common to all regions, and the fixed, regional, effect in this equation is captured in the term d i for Region i. In general, b i sd i , so trends in growth may differ not only by region, but trend growth in consumption of energy may differ from that in peak load within a region.
i ¼ (Baja California Sur, Central, Noreste, Noroeste, Norte, Occidental, Oriental, Peninsular). Baja California (Norte) is omitted to avoid the "dummy variable trap", and Muleg e, which is very small, is not included in our analysis. We expect b i and d i to be relatively high in fast-growing areas, such as Peninsular, where growth has been driven by tourism in Cancun. We also expect b i À d i to be relatively high in areas that have seen rapid industrialization because industrial loads tend to In Model II, we introduce percent changes in exports to the U.S.
where D b x US t is the predicted value from the first stage regression, (1). Since international trade includes manufactured goods, we might expect that b In Model III, we introduce percent changes in GDP that are independent of exports to the U.S.
Again, there is no variation in g d t that depends on x US t , log exports to the U.S., so, as x US t varies, GDP can vary to the extent that it depends on x US t ; recall that D b x US t is the exogenous percent change in x US t . It may also be that b g g sd g g , so that growth in Mexican GDP may affect growth in peak load differently from how it affects growth in energy load.
It has been suggested that our regressions using the GDP variable calculated in (2) and (3) are equivalent to ordinary least squares (OLS). The coefficient on that GDP variable is, in fact, the same as in OLS, but the coefficient on (exogenously determined) exports to the U.S. is not. This is as intended: We do not wish to hold GDP entirely fixed as we allow variation in exports to cause variation in loads, as would be done in an OLS regression. Using matrix notation, an OLS regression would take the form
where L is the first difference in log load, G is the first difference in log GDP, X is the first difference in log exogenous exports to the U.S. and a constant term (a vector of 1's), and u is an error term. (We set aside the simultaneity of estimation of energy and capacity loads and regional effects because they only complicate the issue raised here.) By a corollary to the Frisch-Waugh Theorem (See Greene, 2003, p. 27) , estimated coefficients on GDP, exports and the constant, respectively, are
where b b X includes both the coefficient on the export term and the constant.
Using (2) and (3), our GDP variable is M X G þ G, where G is the sample mean of G, so our model differs from the OLS model:
Again by the Frisch-Waugh Theorem, the estimated coefficient on the GDP variable is
sion of G, a constant across observations, on G and X. X includes a vector of 1's, the estimated constant term will equal G, and the estimated coefficient on G will be zero.
However, a similar result does not obtain for b b
constant across observations, on G and X. X includes a vector of 1's, and the coefficient on X will not, in general, be zero, so, generally, b b VS X s b b X . Our model is not equivalent to OLS. The inclusion of regional indicator variables, as in (6) and (7), and a trend line, as in (7), does not change this result, nor does the simultaneity of estimation of energy and peak loads.
In Model IV, we introduce a deterministic trend toward energy efficiency (See SENER, 2014, for descriptions of energy efficiency programs.).
Time series and regression analysis are among the major methods used to forecast electric loads, according to Almeshaiei and Soltan (2011) . Esteves et al. (2015) review the literature on long-term electric load forecasting. They find that statistical, regression, and econometric models are the dominant types studied and applied, as distinct from computer intelligence and alternative models. See p. 558. The regional effects capture the impact of unspecified variables that differ by region. The logging of variables relates percent, as opposed to absolute, changes, because the regions differ greatly in size. The differencing of variables insures stationarity and avoids spurious inference. If the Mexican economy is becoming more energy efficient, we expect the coefficients on t to be negative. Wing (2008, p. 24 ) attributes improving energy efficiency in the U.S. to technical progress within industries.
Results
Estimation of (1) gives. 
The adjusted R 2 is 0.6095, and the overall F-statistic is highly significant. We have chosen a sufficiently strong set of instruments without having chosen an excessively large number of lags.
Estimation of (2) (4), (5), (6), and (7). The constants in Model I equal the growth in load in Baja California Norte (BCN), and the coefficients on the dummies equal regional deviations in growth from BCN. Energy loads in BCN grew at 3.7%, and peak loads there at 3.5%. Energy loads in Peninsular grew at 3:7 þ 1:5 ¼ 5:2%, and energy loads in Central grew at 3:7 À 1:6 ¼ 2:1%. The R 2 ¼ 0:1001 in the energy equation and 0.1162 in the peak load equation.
Model II introduces exports to the U.S. Exports to the U.S. are highly statistically significant in the energy equation, and significant, at the 95% level, in the equation predicting peak load. The R 2 ¼ 0:2001 in the energy equation and 0.1649 in the peak load equation. In the absence of exports, regional effects explain peak load better than energy load, but, with exports included, the regressors in the energy equation have greater explanatory power. Exports to the U.S. drive loads through high loadfactor, manufacturing customers. As a robustness check, we have alternately substituted log exports to the U.S. of machinery and electronics and of transportation for total exports to the U.S. in Model II. Exports of machinery and electronics are highly statistically significant in explaining both energy and peak load. Exports of transportation are significant at the 95% level in explaining energy load and at the 99% level in explaining peak load.
However, the domestic economy also determines electric loads. Model III introduces the GDP variable, from which variation related to exports to the U.S. has been removed. Variation in exports to the U.S. may still cause GDP to vary, but variation in GDP that is independent of exports to the U.S. is now controlled for. The GDP variable is highly statistically significant in the energy equation and significant at the 99% level in the peak load equation. Exports to the U.S. continue to be highly significant as a predictor of energy loads, and significant at the 95% level in the equation for peak load. Results are still consistent with exports to the U.S. consisting of manufactured goods produced by high load factor, industrial customers. The R 2 ¼ 0:3170 in the energy equation and 0.2075 in the peak load equation. Domestic economic activity, as measured by the GDP variable from which dependence on exports to the U.S. has been removed, is also a stronger driver of energy than of peak load.
If we use a GDP variable from which variation dependent on exports has not been removed, the GDP variable has the same coefficients and standard errors, but exports, a component of GDP, lose all statistical significance.
Model IV includes a deterministic trend as a way to model increasing efficiency in the use of electric energy. As intended, its coefficients are negative. They are significant at the 99% level in the equations for energy and peak load. Exports to the U.S. are again highly significant in the equation predicting energy load and significant at the 95% level in the peak load equation. The GDP variable is highly statistically sig- , and a Bartlett test assigns a p-value of 0.9927 to a null hypothesis that these residuals were generated by a white noise process, indicating that the model is well specified. A Robinson test estimates the degree of fractional differencing required to render the sum of residuals from Model IV level stationary to be d ¼ À0:3029 0:2035 , and a Bartlett test assigns a p-value of 0.6791 to a null hypothesis that these residuals were generated by a white noise process. Though the trend toward efficiency appears to have explanatory power, and Model IV is also well specified, it is likely somewhat less well specified than Model III.
In all four models, the largest difference in the regional effects between the equations for energy and peak load, b i À d i , occur in Central and Oriental. We attribute the differences in Central to a peak load shaving program there, and to the temperate climate and relatively flat load there, as shown in Fig. 3 . The differences in Oriental, near Central America and west of the Yucatan Peninsula, we attribute to growth in light industry. Around the year 2000, low wages in China made it hard for Mexico to compete in world markets for light manufactured goods, but wages in China have risen considerably since then, and we anticipate an increase in load factors in both Oriental and Peninsular, but especially in Oriental.
Conclusion
In the introduction, we asked whether, in modeling the restructured electric power market in Mexico, forecasts of energy and peak loads would be substantially affected by exports to the U.S. Exports to the U.S. have a highly significant effect on energy loads and a significant effect on peak electric loads in Mexico, whether or not GDP and increasing efficiency in the use of electricity are controlled for. Both the model that includes GDP and the model that includes GDP and the trend are well specified, but the former is better specified, while the latter appears to have greater explanatory power. We conclude that renegotiation of NAFTA represents a significant regulatory risk to anyone buying or selling electricity in Mexico.
We asked in the introduction whether scenarios should be "run" in which Mexico experiences lower exports to the U.S. We recommend sensitivity analyses in which the effects of exports to the U.S. on electric loads, especially energy loads, are accounted for.
Finally, we asked how load forecasts should be adapted to account for a possible decline in Mexican exports to the U.S., and how overall Mexican GDP should be adjusted in forecast models in relation to those exports. A practical problem is that load forecasting models may not include exports separately as a predictor of loads, let alone exports to the U.S. specifically, though they typically do include GDP. Even the gold standard of Mexican load forecasting models, that used by SENER in its annual PRODESEN publication, uses GDP but not exports, to predict load (See SENER, 2016, pp. 57e60.) .
A practical way to examine scenarios regarding exports, then, is to make the appropriate corresponding adjustment in GDP growth. In (10), 0.0240 is annual GDP growth during the sample period, 1997e2015, which included the Great Recession, and the other numeric values are from (8). To use this approach, one need not have an assumed forecast of growth in exports to the U.S., but an assumed ratio of growth in those exports to GDP growth; Dx s =Dg s . While GDP grew at 2.40% annually during the sample period, exports to the U.S. grew at 5.86%, so this ratio was 2.44. 
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